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Q. Please state your name and business a@dﬁea&éﬁlfﬂ_Repoﬂ .
A. My name is Urvi Shah and my business address is 2000 W.

Ameritech Center Drive, Hoffman Estates, Illinois 60196.

Q. What is your current position with Ameritech?

A I am the Director, Local Toll and Usage. In my current
position, I develop and implement local usage and intraMSA
toll marketing plans. My job responsibilities include
defining product requirements for new product development;
managing development, implementation, and tracking of all
usage and intraMSA toll advertising campaigns; and
providing input to the creation of tools and reference
materials used by Ameritech Illinois’ service
representatives in connection with local usage and intraMSA

toll services.

Q. Please describe your educational and work background.
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I received a Masters in Business Administration from the
University of Chicago in 1993 and a Bachelor of Science
degree from the University of Illinois at Champaign-Urbana
in 1987. 1 began my career as an information systems
professional at Kraft, Inc. in January, 1987. In January
1990, I joined Amoco Corporation, and worked primarily in
their systems organizations. In May, 1895, I joined
Ameritech Illinois’ wholesale services organization,
responsible for managing switched transport services. In
September, 1996, I was assigned to> Ameritech Illinois’
consumer marketing department and I have been responsible

for its local uvsage and intraMSA toll services since that

time.

What is the purpose of your testimony?

The purpose of my testimony, alorg with that of leffrey
Fargo, Derek Curtis and David Sorenson, is to respond to
the testimony which CUB has filec in this proceeding
regarding Ameritech Illinois’ SimpliFive and CallPack
coptional calling plans. I will provide background on usage

rate structures and optional calling plans in the

telecommunications industry; describe the SimplifFive and
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CallPack calling plans and explain why they are cifered by
Ameritech Illinois; demonstrate that Ameritech IZlinois’
marketing practices with respect to these plans zre not
deceptive, as CUB contands; compare Ameritech Ill:nois’
practices with standard practices prevalent in the industry
today; and explain why the remedies sought by CU3 are

inappropriate.

EACKGROUND ON USAGE RATE STRUCTURES AND CPTIONAL CALLZNG PLANS

c.

e

Please provide an overview of Ameritech Illinois’ local

usage rate structure.

The majority of Ameritech Illinois’ residence cus:tomers
take service under the Company’s basic usage (or calling)
rate structure, For :the most part, this rate structure is
accurately described £y Ms. Terkeurst in her tes:timony (pp.
3 and 4). A few corre:tions need to be made as Zfollows:

(1) the Band C peak reze is $.10/min, not $.010/=in, in all
MS8As; (2) the Band A cif-peak rate in MSAs 2-16 :s
$.0336/call, not $.03.call; {(3) the Band B off-peak rate in

MSAs 2-16 is $.0102/a2d min, not $.012/add min; /4) the

automatic discount for usage between $26.01 and 352.00 is
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33% in MSA 1 and 32.2% in MSAs 2-16; and (5) in those same

MSAs, the discount for usage over $52.01 is 33%.

Local calls under 8 miles (i.e., Bard A calls) are charged
for on a per-call basis. For example, a customer in MSA 1
pays 5 cents per call for peak-pericd Band A calls. Calls
between 8 and 15 miles (Band B calls! and calls over 15
miles (Barnd C calls) are charged for on a per-minute basis.
That same customer would pay 5 cents for the first minute,
and 1.5 cents for each additional minute for a Band B call.
These rates also vary by time of day and day of week. 1In
addition, automatic discounts are arplied to Bands A and B
calls, decending on.volume. These rzte structures were
approved bty the Commission in 1986 !MSA-1) and 1890 (MSAs

outside of MSA-1).

Do residential consumers have other calling plans available

to them?

Yes. Ame:ritech Illinois offers several optional calling
plans to residence consumers -- principally the SimpliFive
and CallPack Plans which CUB descrikes in its testimony.

In 1999, the Company also introduced the Anytime Rate plan,
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which offers customers a discounted rate of $.05/min on
Band C calls and a rate =f $.10/min on interstate/intralATA
and Ameritech-to-Indeperndent territory toll calls. This

plan also charges a monzhly fee of $4.95.

What are optional calling plans?

Optioral calling plans crovide consumers with alternatives
to Ameritech Illinois’ tasic usage rate structure. They
are, however, entirely :zptional, as their generic title
implies, Ameritech Iliinois only places consumers on these

plans if the consumer stecifically requests that it do so.

Are optional calling plzns common in the telecommunications

industry today?

Absolutely. Virtually every major interexchange carrier

{("IXC") in Illinois presents their customers with an array
of calling plans to chccse from, as well as a basic calling
rate structure. These IXC calling plans typically apply to

both long distance and :ntraMSA “local toll” service.

What is “local toll” service?
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The term “I:zal toll” service has been coined by the IXCs
to describe what Ameritech Illincis refers to as Band C
calling. 7Trese types of calls can also be referred to as

“local lonc distance”, “regional long distance”, or

“intraLATA” calls.

These calls =2ave been subject to pres:cbscription since
April of 1::6. Presubscription allows customers to direct
all of their Band C calls to an IXC a:tomatically, without
dialing extra digits, in the same manner as their long

distance cz_ls.

Is there ccrpetition today in Ameritech Illinois’ service

territory Izr local toll service?

Definitely. The IXCs have been proviiing local toll
service in fmeritech Illinois’ service territory since they
were certificated in the late 1980’s. The pace of
competiticr. further accelerated when ~meritech Illinois
implementez local toll presubscripticn. Today, over 72
carriers heve been certificated to provide intraMSA

services in Ameritech Illinois’ service territory.
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Are optional calling plans designed to financially tenefit

all of a carrier’s customers?

Typically, no. Most carriers design optional callirz plans
to address the needs of scecific segments of their customer
base, Some optional call plans are targeted toward zeavy
users and provide substantial discounts for custorers
generating higher than average volumes of calling. Tor
example, AT&T’s “One Rate 7¢” plan has a monthly fee of
$4.95 and a per-minute rate of $.07. For a customer who
makes a substantial number of local toll or long distance
calls a month (in excess of 2-3 hours), this plan cen
provide savings over other plans offered by AT&T. Some
calling plans are directed towards custcocmers who rmaxs mﬁst
of their calls during off-peak periods, when carriers have
excess capacity in their networks. For example, ¥CTI's “5¢

e a

Everyday Plus” plan allows customers to call in the
evenings and weekends for $.05/min and during the weskday
for $.07/min. This plan zlso carries a monthly fee of

$4.95. Some calling plars are directed towards customers

with atypical usage patterns -- for example, custcmers with

a high volume of international calls or a high vclure of
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calls of lcng duration. Sprint offers a plan that provides
1000 minutes of weekend calling for $25 a month and

$.10/min during the weekdays and for calls over 1000

minutes.
Q. What does this mean for customers?
A. The fact that there are multiple providers of

telecommunications services and that all providers coffer a
variety of rate plans means that consumers have choices in
the marketplace. Along with choice, however, comes
additional complexity. It is a fact of life today in the
telecommunications industry that consumers have to
understand their own calling needs and patterns to make

informed choices between carriers and between alternative

rate plans,

AMERITECH ILLINOIS’ SIMPLIFIVE AND CALLPACK PLANS

Q. Please describe Ameritech Illinois’ SimpliFive and CallPack

plans in more detail.
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The CallPack plans are accurately described by Ms.
Terkeurst in her testimony (pp. 5 and 6). The SimrliFive
plan rates Band A calls at $.05/call and Bands B &a=d C
calls at $.05/min, 24 hours a day, 7 days a week. In
addition, customers receive a 15% discount off their en:tire
Bands A, B, and C usage if the total Bands A, B, and C
usage exceeds $15 per menth and a 30% discount if the tctal
Bands A, B, and C usage exceeds $30 per month. Mr,

Screnson corrects Ms. Terkeurst’s application of txis

discount.
Wry were these plans introduced?

There were a number of reasons why Ameritech Illirois

irntroduced these plans. One was the need to respcad tc

ccempetition.

As I stated previously, Ameritech Illinois implemesnted
presubscripticon for Band C (local tell) calls in Zpril =f

-

1596. The IXCs operating in Ameritech Illineis’ zasrritcry

irmediately intensified their marketing efforts.
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Long distance companies like AT&T, MCI and Sprint have
basic rate structures similar to Ameritech Illinois’ (i.e.,
rates that vary by distance, duration, time of day and day
of week). However, by 1986, the focus of their marketing
activity had shifted primarily to optional calling plans
with simplified rate structures. For example, AT&T had
launched its “One Rate” plan with a rzte of $.15 per
minute, 24 hours a day, 7 days a week in a national
advertisin¢g campaign featuring Paul Keiser. Sprint had
been offering a rate of $.10 per minute for evening and
weekend calling and a rate of $.25 per minute for daytime
calling for quite some time. Their eds featured Candace

Bergen as zhe “Dime Lady”.

These plans appealed to customers becsuse they allcwed
customers to select a single flat rate, no matter when they
placed their calls. Both companies marketed these plans to
customers tased on their simplicity &nd an easy-to-read

phone bill.

The other cornerstone of the IXCs' merketing strategy was
the bundlirg of Band C calls with lornz distance calls. The

IXCs consistently encouraged customers to add Band C calls
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to their long distance calling plans. Where those plans
included volume discounts, customers cculd achieve higher
discounts on all calls, because the tctal volume of calls
directed to the IXC had increased. Fc¢r example, AT&T
offered a plan that provided a 10% discount for combined
monthly long distance and Band C usage over $10 and a 2%%
discount for combined usage over $25. MCI offered airline
miles equal to the customer’s total 1zag distance and Band

C usage spending.

Ameritech Illinois responded by promo:iing its own optionral

calling plans -- specifically, SimpliTive and Call?acks.

Did Ameritech Illinois have an indepe-dient basis for

offering simplified rate structures?

Yes. Ameritech Illinocis regularly mornitors consumer
attitudes and interests and conducts -arket research so

that it can develop new products and sarvices.
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I concluded that the IXCs’ heavy promotion of
long distance calling plans with simple rate structures had
been well received by customers. It was also apparent from
the market research data that simple pricing was a
significant factor which could influence a customer’s
choice of phone service providers. Over a third of the
respondents indicated that they would be willing to pay
more for simple pricing; in fact, only a fourth of the
surveyed customers said that they would switch carriers to
obtain a lower price. Furthermore, the surveyed customers
indicated a strong preference for a fixed rate-per-call
structure (64% of respondents) and s rodera:te preference

for a fixed rate-per-minute structure (50% <f respendents).

Ms. Bayard suggests that, in offering simpl:ified rate
plans, Ameritech Illinois pursued the wrong marketing

objective based on these surveys {(p. 8). Do you agree?

No. I agree with Ms. Bayard that the custcmers in these
surveys expressed interest in multiple facets of Ameritech
Illinois’ telephcne service: reliability, price, simplicity
and so forth. Hcwever, customers typically value multiple

“attributes” for virtually any product or service. The
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complexity and challenge of marketing lies in choosing
which attributes to address and how and when. I am sure
that Ms. Bayard must know this, based on her past
experience. Although any company would consider the order
in which corsumers rank attributes for a given product or
service in ceveloping marketing plans or new services, this
rank orderirg never controls the marketing decision nor
makes a comrany’s decision to focus on one attribute rather

than arother at any given point in time unreasonable.

I would alss note that Ms. Bayard’s position on the use of
the survey iIs self-contradictory. Superior customer
service came in higher than either price or simplicity in
the list of attributes which consumers seek in their
telephone service. 1If the Company’s marketing priorities
are to be dictated by the order in which customers rank
attributes, as Ms. Bayard suggests, then presumably there
was no “"mandate” for either lower prices or simplicity.

This is not the conclusion Ms. Bayard suggests, however.

Please describe how the SimpliFive and CallPack plans

provide cus:zomers with greater bill simplicity.
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As I stated previously, the Company’s market research
indicated that many customers would prefer a rate plan with
a fixed fee per call and/or a rate plan with a fixed fee
per minute that would apply 24 hours a day, seven days a
week. The CallPack rate structure provides a fixed fee per
call (i.e., 10 cents) for all calls. SimpliFive prcvides a
fixed fee per minute (i.e., 5 cents feor Bands B and C

calls) and z fixed fee per call (i.e., 5 cents) for Baznd A

calls.

The billing for these plans is equally simple. The charge
for a CallPack 100 customer is $10 as long as the customer
remains within the 130-call allotment. If the customer
exceeds the 10C-call allotment, the bill reflects thre
incremental charge for the number of calls in excess of
100, in addition to the fixed $10 rate. In the case of
SimpliFive, the bill displays the total number of calls
made at the per call rate of $.05/call (Band A calls} with
a3 sub-total and the total number of minutes used at the
$.05/min rz-e (Band 2 and C calls) with a sub-total.
Customers czn verify the accuracy of their bills wizth

simple calc:lations.
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Do the Si=zpliFive and CallPack Plans also provide customers

with savings?

These rats plans were developed primarily to address
customers’ desires for simplicity, not lower rates,
However, customers can alsc save money, depending on
calling patterns and calling volumes. As a géneral
propesition, both the SimpliFive and CallPack plans
generate savings for customers with higher than average
Band C calling volumes, relative to Bands A and B.
CallPacks also generate savings for customers with average

holding times (i.e., length of call) on Bands B ard C

calls,

Why do the SimpliFive and CallPack Plans include Eands A, B

and C calls?

First, the Company’s market research indicated that
custcomers wanted simplified rates across all of their local
calling, not just for Band C. Both the SimpliFive and

CallPack Plans cffer this greater simplicity for zll local

calls,
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Second, the IXCs bundle Band C calls with their long
distance services and tout the benefits of a complete
solution to customers’ long-haul calling needs. Today,
Ameritech Illinois cannot compete directly with these
plans, because it cannot provide long distance {(i.e.,
interMSA) services. By providing packages which include
all intraMSA usage services, Ameritech Illincis is able to
promote a complete solution to customers’ short-haul

calling needs.

Why are the rates for Bands A and B calls under SimpliFive

higher than under the basic rate schedule?

This was not an intentional feature of the plan. When the
SimpliFive plan was first introduced, the basic rates for

Bands A and B calls were as follows:

Band A Band B

Peak 5.2 ¢/call 5.6 ¢/call + 2.2 ¢/
each subseguent min
Shoulder 4.7 ¢/call 5.1 ¢/call + 1.9 </
Peak each subseguent min

Of f-Peak 3.1 ¢/call 3.4 ¢/call + 1.3 ¢/ :
each subsequent min

Thus, at that time, the difference in rates between

SimpliFive and the Company’s basic rate structure was
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minimal. Rate reductions required under Ameritech
Illinois’ Alternative Regulation Plan each year have
reduced the prices of Bands A and B under the basic rate
structure, inadvertently creating a disparity with
SimpliFive rates. However, SimpliFive can still result in

savings, depending on a customer’s calling patterns.

If customers do not want to pay higher rates for Bands A

and B calls, are there alternatives for Band C calls?

Yes. As 1 stated earlier, the Ameritech Anytime Rate plan
that provides customers a rate of $.05 per min for Band C
calling -- essentially the same as SirpliFive -- for a

monthly fee cf $4.85 per month, while their 2ands A and B
calls remain under the basic rate schedule. Consumers can

also obtain competitive Band C rates from IXC calling

plans.

Why are the CallPack per-call rates higher than the basic

rate schedule for Band A calls, which are also billed on a

per-call basis?
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As I testified earlier, CallPacks apply to all local
calling: Bards A, B and C. Under Ameritech Illinois’ basic
rate schedule, Bands B and C calls are charged for co a
per-minute basis, and the price for those calls will
obviously depend on the length of call. The higher ter-
call charge under the CallPacks was established to ensure
that the price would be appropriate for both untimec and
timed calls. Because these calls are nect timed, the
Company also wanted to avoid unduly advantaging heavy users

of the netwerk.

Ms. Terkeurst criticizes the Company on the grounds :that
these rate plans will not benefit the “typical” resiZence
customer with “typical” calling patterns (pp. 1, 3, ~-10).

Is this the appropriate perspective from which to judge

them?

No. Ms. Terkeurst is missing the point. Like most zther
carriers which ocffer optional calling plans, the Coocany
developed these plans to target certain segments of :ts
customer base -- in this case, the segment that wan:zd
simpler bills and/or whose usage patterns were such that

these rate plans would save them money. The Company never
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intended or expected that “typical” customers would

subscribe to these plans.

AMERZTECH ILLINOIS’ MARKETING OF SIMPLIFIVE AND CALLPACK PLANS

Q.

Q.

Will you discuss Ameritech Illinois’ marketing practices

with respect to the SimplifFive and CallFack Plans?
Yes. Because the Company has generally conducted diiferent
marketing caspaigns for SimpliFive and CallPacks, I will

discuss each separately.

A, Simplifive

When did Ameritech Illinols begin actively marketing

SimpliFive?

Ameritech Illinois began actively marketing SimpliFive in
February anc March of 1898 in all Illincis MSAs where
Ameritech Il’linois cffered measured service. The Ccrmpany

promoted this plan through a bill insert te all custcmers,

as well as *elevision and radio advertisements.
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Please describe the results of this promotion.

However,
service representatives then began getting complaints from
customers who found that they were paying more under

SimpliFive than they had urnder the basic rate plan.

Yow did Ameritech Illinois respond?

~smeritech Illinois responcded in two ways. First, service
representatives were instruicted to return complaining
customers to basic rates Immediately arnd to make
appropriate bill adjustmentis. Second, the Company examined
its billing records to identify all customers whose tills
had increased by more than $5 under SimpliFive, as compared
to what they would have pzid under basic rates. These
customers were contacted by telephone or by letter; :the
Company explained the rate situation; and customers were
encouraged to call the business office if they wanted to

rake a change in their sezvice. A substantial number of

SimpliFive customers did change back to basic rates.
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How did Ameritech Illinois change its subsequent

promotions?

Prior to this promotion, the Company had had limited
experience with optional calling plans. Ameritech Illinois
concluded that it should have targeted its SimpliFive
promotional materials more narrowly. All subsequent zill
inserts for SimpliFive were sent only to those customers
whose bills would not be significantly impacted by

SimpliFive.

The Company elected toc use a $3 threshold (plus or minus)
in determining its target market. Customer bills tyrically
vary by several dollars (or more) each month. As a result,
the mere fact that a customer would have paid 53 more in
the data month used to establish the universe of customers
who would receive the bill insert did not mean that that
customer would not save in other months. Also, the
Company’s market research indicated that approximately one-

third of customers might be willing to pay more for

simplicity.
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In addition, the Company equipped service representatives
with a “calculator”, which allowed them to compare what
customers had actually paid under the basic rate scheduls
for the past three months with what the customer would pay
under SimpliFive. As a result, when customers contact the
Company'’s business office to order SimpliFive, service

representatives can and do advise the customer whether

SimpliFive or basic rates are more economic for them.

The second SimpliFive promotion ran in September of 199¢%
and a third and final promotion in April of 13999. 1In bcz:h
cases, bill inserts were sent only to customers in MSA-_
who fit the criteria I outlined above and who did not
subscribe to a CallPack. The bill insert is attached tc

Ms. Bayard’s testimony as Schedule B, Exhibit 2.

What written materials does Ameritech Illinois provide <o

customers regarding SimpliFive if asked?

Upen request, Ameritech Illinois sends customers a brochire
describing SimpliFive and CallPacks. This brochure :s

attached to Ms. Bayard’s testimony as Schedule B, Exhibiz

1. With respect to these customers, however, the Ccmpary
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has not performed any prior analyses to determine what
impact the plan might have on their bills. Therefore, to
subscribe to either plan, the customer must call an
Ameritech Illinois service representative. During the
customer contact, the service representatiﬁe can perform

the bill analysis I descrited above.

Ms. Bayard contends that the SimpliFive marketing ma:terials
are “designed to lead cust:imers to believe that they would
save money under these plans as compared to their existing

rates” {(p. 7). Do you agree?

No. The principal thrust 2f all of the SimpliFive bill
inserts and brochures has ceen simplicity, not savings.
However, it is impertant to understand that customers can

and do save money on SimpliFive, depending on their calling

patterns.

Ms. Bayard claims that cus:iomers equate “simple pric:ng”

with “lowest pricing” (p. :1). Do you agree?

Na., As the market research demonstrated, while a

substantial number of the respondents found a fee-per-
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minute or fee-per-call plan appealing and felt that it
would help control costs, they generally did not expect

either structure to result in lower rates,

I also believe that the proliferation of simplified rate
plans offered by the IXCs has raised customer awareness
that the price advantages (if any} of a rate plan have to
be determined by comparing it with the alternatives offered

by the same carrier or other carriers.

Would you address Ms. Bayard’s specific concerns abou:
certain of Ameritech Illinois’ SimpliFive marketing

materials referenced in her testimony (pp. 11-12)7

Yes. Exhibit 1 is the informational brochure which
Ameritech Illinois sends to customers upon request. It
covers both SimpliFive and CallPacks. It is not
misleading, in that both plans offer simplicity and can
save customers money. The text specific to SimpliFive,
moreover, makss no representaticns as to savings. Agzin,
would note that customers must contact their service

representative to respond to this brochure, and the service

representative will provide a bill comparison upon reguest.
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Schedule 2 is the SimpliFive bill insert which was sent to
targeted custcmers. It was received only by customers for
whom SimpliFive would not have had a significant bili
impact -~ it was not sent to Ameritech Illinois’ entire
customer population., There are also no representaticns in

the text regarding savings.

Ms. Bayard cortends that the use of a coin graphic irn this
brochure (Exhibit 1) sends an “implicit message” to
customers that SimpliFive is a cheaper plan (p.1l1l). Do you

agree?

No. This is &n example of Ms. Bayard manufacturing
problems where none exist. The coin illustrated in the
brochure is a nickel. It represents the 5-cent rate which
the plan offers to customers. It contains no “implicit

message” whatscever,

Ms. Terkeurst suggests that Ameritech Illinois’ service

representatives today make misleading statements to

customers about SimpliFive, based on a document entizled
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“Do You Want Simple Pricing?” (pp. 12-13). 1Is this

accurate?

No. This docuzent is an old set of instructions which was
issued to service representatives as part of the 13598
promotion of SimpliFive; at that time they did not yet have
the “calculator” tool and were not accurately gauging the
impact of SimpliFive on customers. It has been superceded
by other service representative instructicns and by the
availability c¢f the calculator which permits accurate
estimation of £ill impacts. As I described previously,
there was only a modest response to this promotion and the
Company contacted all customers whose biils went up

significantly.

Does Ameritech Illinois use SimpliFive as part of its

“winback” campaigns as well?

Yes., Schedule 6 attached to Ms. Bayard’s testimony is an

example of a “winback” letter prcomoting SimpliFive.

- -

Please explain what “winback” campaigns are.
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As I stated previously, there is a substantial amount of
competition for Band C calling services. When carriers
lose customers, they typically attempt to win them back

through marketing (hence the term “winback”).

What channels does Ameritech Illinois use in its winback

efforts?

in some instances, the Company uses outside contractors.
¥r. Fargo describes these customer contacts. In other
instances, the customer contact is handled by Ameritech

Illinois’ service representative,

Wnat role does Simplifive play in winback marketing

efforts?

T -

It depends on the channel.
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Are all winback customer contacts handled by Ameritech

Illinois’ service representatives?

No. When the Company affirmatively contzcts a customer (as
cpposed to & customer contacting the Company}, Ameritech
Iilinois typically uses outside contracters. Mr. Fargo

describes the information which is provicded to customers in

those circumstances.

What services do the outside contractors promote?

Typically, they promote both basic rates and SimpliFive.

Co the outside contractors have access to information which

would allew them to perform comparative zilling analyses?

No. For a variety of reasons, including maintaining the
privacy of customer data, the Company dces not provide

cutside contractors with access to either customer billing
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data or the “calculator”. 1If the customer asks for a
comparison of optional calling plan rates to basic rates,
the outside contractor will refer the custcmer to an

Ameritech Illinois service representative who can perform

the analysis.

Flease explain why outside contractors and the winback
letters attached to Ms. Bayard’'s testimony promote

SimpliFive,

Based on experience, the Company has found that SimpliFive
is appealing to winback customers. It does not require a
minimum spending level like CallPack 100 {I.e., $10 per
month}. It provides customers with a competitive Band C
rate for the calls they make. And, lastly, it is
structured more like the IXC plans to which they had

responded positively by switching their Band C usage to the

IXC in the first place.

The winback marketing letters address savings explicitly

(Bayard Schedule 5, Exhibits 5-12}. Would you comment?
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Yes. First, it is important to understand that these
letters are sent only to customers who have switched their

Band C usage to an IXC.

Second, the letter does not promise savings. The references
to savings simply state that customers have an opportunity
to save {not that they will cefinitely save} or that
SimpliFive provides a simple way to save money (not the
only way). These letters prcvide customers with clear rate
information on SimpliFive, so they know exactly what rate
they will pay for local and Band C calls. The letter is
explicit in stating that the plan charges $.05 per call for

calls within 8 miles and all other calls are $.05 per

mirute,

Finally, winback customers tend to be more informed

consumers than the average, as evidenced by the fact that
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they switched their Band C calling to an IXC in the first
place. These customers will make a judgment about the
value of this plan based on the information provided or
will contact the Company, if they believe more information

is required.

Ms. Bayard objects to the letter’s reference to customers
asking for “easy-to-understand local and local toll rates”
and contends that the Company should have given customers
advice about off-peak calling rates instead (p. 12). Would

you comment?

Ms. Bayard again seems to be manufacturing problems where
none exist. The statement is not incorrect, as she
acknowledges. The fact that she might have chosen a
different marketing message had the choice been hers to
make has nothing to do with whether Ameritech Illinois has
engaged in deceptive practices. Moreover, these letters
are sent to winback customers, who have already evidenced
an interest in the simple rate plans which the IXCs offer.
It is entirely reasonable to assume that these customers

could be interested in Ameritech Illinois’ comparable

plans.
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Is there another perspective from which one can view the

SirpliFive promotions?

Yes. One can examine the decisions which customers have
actually made with respect to SimplifFive. As Mr. Sorensen
explains, Ameritech Illinois analyzed a sample of
customers’ bills who subscribe to SimpliFive and compared

thcse bills with what they would have paid under the basic

ra~e structure.

B. CallPacks

Piease discuss the marketing program for CallPacks.
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Ameritech Illinois began actively marketing CallPacks in
June, 1996, after the implementation of presubscription in
Illinois. The initial promotion included radio and
television advertising, direct mail and bill inserts to

targeted customers.

Which customers were targeted for the CallPack mailings?

The CallPack direct mail and bill inserts were targeted to
customers who generated a substantial amount of Band C

usage.

Please describe the results of this promoction.

The campaign was quite successful.

Was there any adverse customer reaction to this CallPack

promotion, comparable to the problems the Company

experienced initially with SimpliFive?
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No. Customers were very enthusiastic about CallPacks fre=m

the zutset.

Where CallPacks promoted again?

Yes, CallPacks were promoted again in October 1996 and
again in April 1997 because customers continued to show an
interest in these plans. The number of CallPack customers
dout’led by end-ocf-year 1987, These promotions were also

tarceted to customers generating high Band C usage.

Does Ameritech Illinois provicde other information to

cus:omers regarding CallPack?

Yes. As I described previously in connection with
SirmpliFive, in response to customer requests for
infermation regarding opticonal calling plans, Ameritech
Illinois will send them a brecchure describing CallPacks.
This brochure is attached to Ms. Bayard’s testimony as
Screjule B, Exhibit 1. Since, the Company has not
periormed any prior bill analyses to determine whether the

plans would be reasonable economic choices for them, the
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customer must call an Ameritech Illinois service

representative who can help the customer choose a plan.

Can you comment on the CallPack marketing materials?

Yes,'all of the letters and brochures emphasize that
CallPacks are simple, predictable, and affordable. The
claim that customers get more for their money is true.

With CallPacks, the customer can talk for 2 minutes or for
2 hours and pay the same price (i.e., a maximum of $.10).
Rlso, all of the marketing materials encourage the customer
to call the Company’s service representatives to discuss

whether a CallPack is right for them.

Are CallPacks used to win back customers?

Not specifically.

What kinds of choices have CallPack customers made from an

econcmic perspective?

The majority of CallPack customers benefit financially from

these plans, because they do not have the usage patterns of
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“typical” customers.

Mr. Goldran suggests that it takes a spreadsheet and hours
of work to make a bill comparison between basic rates and
either Simplifive or CallPack. 1Is that relevant to the

issues raised by CUB?

Not particularly. I agree that it would be a complex
undertaking to independently calculate the rate differences
accurately down to the last penny -~ as Mr. Goldman did fcr
purposes of CUB’s testimony. However, that is not what
customers need to do. Customers just need to contact an

Ameritech Illinois service representative, who will perfcrm

the calculations for them.
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The bill
details the number of Bands A, B and C calls made that
month, as well as the “additional” minutes incurred on
3ands B and C calls. If they are unsure about the relative
penefits, again, a service representative is available to

provide additional information.

Do customers obtain additional information about :the rate

impact of an optional calling plan after signing up?

Q0f course. Customers receive telephone bills from
Ameritech Illincis on & menthly basis. If customers make
what CUB would consider a “bad” decision relative to
SimpliFive or a CallPack, they know that as soon as they
receive their next bill. In my experience, customers
promptly complain to Ameritech Illinois’ business office
when their rates go up unexpectedly. The service
representatives explain the customers’ rate options and
puts them back on basic rates, if that 1s their choice.
Service representatives are instructed to provide customers

with bill adjustments in that situation.
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Q. Ms. Bavard suggests that Ameritech Illinois increases its

usage revenues by offering these plans {p. 9%9). Is that
true?
A, No. Ameritech Illinois experiences substantial revenue

losses as a result of offering both CallPack and

SimpliFive. The revenue impact of these plans is discussed

in detail by Mr. Sorenson.

Q. Ms. Terkeurst concludes that Ameritech Illincis does not
accurately represent the costs and benefits associated with
subscribing to its SimpliFive and CallPack plans (pp. 11-

13). 1Is this correct?

A. No. The primary representation made with respect to both
plans is that they offer simpler rate structures. This is

true, and CUB’s witnesses do not contend otherwise.

IMPACT ON COMPETITION

Q. CUB expresses concern about the impact of these plans on

competition in Illinois. Is this an appropriate area of

congern?
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No. As I described previously, these optiocnal calling
plans were developed in part as a response to the
ubiquitous marketing by the IXCs of their long distance
calling plans in Illincis -~ which include “lccal toll”
(i.e., Band C) calling. Ameritech Illinois has its own
competitive disadvantaces in the battle for customers’
local toll calling, a disadvantage that will not end until
Ameritech Illinois can provide long distance (i.e.,
interMSA) services. Even then, the IXCs have a massive
head start in this business, sharing 100% of the long

distance customers Cetwsen them.

Ms. Terkeurst contends that the inclusion of Bands A and B
calling in these plans creates a deterrent to selecting an

IXC for local toll service (pp. 14-15). Do you agree?

No. Her argument rests on the assumption that customers
are led to believe that their Bands A and B usage rates
will be lower under these optional calling plans. This is
not accurate. The Company’s marketing materials make no

such representation.
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Furthermore, customers have to tompare the overall benefits
they obtain under the SimpliFive or CallPack plans with the
overall benefits they obtain from the IXCs’ optional
calling plans, which include both Band C and long distance
calling. I agree that this is not always a simple
analysis. However, that does not mean that Ameritech

Illinois’ cfferings are deceptive.

Ms. Terkeurst has specific concerns about the Company’s

winback initiatives (pp. 15-16). Would you comment?

Yes. Ms. Terkeurst objects to the “Customer Alert” letter
which ~meritech Illinois sends to customers who have
changed their Band C calling to an IXC. She claims that
Ameritech Illincis’ statement in the Alert that “many
customers have been switched without their permission”

disparages its competitors.

This letter is not disparaging to competitors or in any war
deceptive. The unauthorized switching of customers to
other carriers (referred to as “slarming”) has been one of
the mcst highly publicized consumer fraud issues in the

teleccmmunications industry.
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I discussed the use of SimpliFive and CallPack plans as

winback offerings previocusly.

STANDARDS IN THE INDUSTRY

Q. CUB’s witnesses regsatedly express concern thiz: customers
have to understand their calling patterns to Zetermine
whether SimpliFive or CallPacks are advantage:is to them.

Is this unusual in the telecommunications industry?

A. No, just the opposite. Consumers have to uncsrstand their
calling patterns to make informed choices abci:z any of
their telecommunicetions services -- not just the ones they

purchase from Ameritech Illinois.

As I indicated previously, the long distance companies
provide a vast array of choices for consumers, both with

respect to carrier and with respect to rate plans. They

all charge different rates and offer differer: optional
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callingz plans. The number of choices is so great that
Sseverz. on-line services are now available to help

const-ers determine which service is best for them.

For example, comparative rates Zfor Illinois intrastate long
distance services are available from “"A Bell Tolls”
(www,zbelltolls.com}. A copy is attached as my Schedule 1.
The Telecommunications Research i Action Center {(“TRAC")
web size provides a connection to “Salestar”, a free, on-
line, customized pricing service (www.trac.org). This
service computes the costs for long distance calls under
sever major carriers’ calling plans. To use this service,
Sales:zzr advises the customer to nave actual telephone
bills cn hand to “assure that the calls you are comparing
are representative of your normal calling pattern”. The
program requires consumers to enter the following
informztion: (1} the amount of money spent in a typical
month on long distance calls; (2) the area code and first
three digits of fregquently called number; (3) the time of
day wxen those numbers are called (“day”’, “evening” or
“nighz”}; and {4) typical call durations. The program thern

calcu_ates the total cost of these calls, along with the
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average price per mirate, under each of the major rate

plans.

Salestar does not even attempt to include the impact of
monthly recurring chzazrges or minimums in the calculations.
These charges significantly impact the amount consumers

will pay for these czalls,

What do you mean by “recurring charges or minimums”?

Many of the calling tlans being promoted today by the IXCs
require consumers to ray a fixed monthly amount to qualify
for the per~call rate. Ffor example, AT&T's “One Rate 7

Cents” plan charges customers a flat $5.95 per month, in

3

addition to 7 cents 3 minute for each call. AT&T’s “OCne
Rate 5 cent Plan” offers customers a 5 cent rate, with a
higher $8.85 monthly fee and a requirement that customers
accept online billing and customer service. Mél's "5 cents
Everyday Savings” plan requires a $2.95 monthly payment and
its 5 Cents Everyday Plus” plan requires a $4.55 rmonthly
payment. The customer must make a substantial number of

long distance calls Zfor these plans to be ecconomically

attractive.
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Do the IXCs acknowledge that customers must be aware of

their czlling patterns to make an informed choice?

Yes. For example, an October 31, 19938, article in the

Chicage Sun-Times about these monthly fee plans quotes AT&T

“RT&T spokesman Andy Boisseau says consumers should
figure out which of the myriad long-distance plans
works best for them. ‘Consumers have a wide variety
0of choices, and consumers should be locking at their
bills and analyzing their calling patterns to
de-ermine what is best for them’, Boisseau said.”

What ccnclusion do you draw?

It is & fact of life that consumers have to make choices
and the:t the choices are not always easy to make. That
does nct rmean that Ameritech Illineis or any of the other
carriers cperating in this state have engaged in misleading
marketing practices or failed in their duties to their

customers.

Do the IXCs provide more complete information to customers

than Areritech Illinois?




I1CC Docxet N3. 00-0043
Ameritech Illinois Ex. 1.3, p. 45 of 60

Not in my opinion. Attached as my Schedule 2 are
representative marketing materials from AT&T and MCI for
certain of their calling plans. They do not advise
customers that there may be more economic choices. They do
not advise customers that the benefits of these plans (if
any} depend on the customers’ calling patterns. They do
not provide customers with complete information on the
relative advantages or disadvantages of other alternative
rate plans. In fact, in some instances, relevant rzate

information appears only in tiny print.

Do the IXCs offer the kind of customized bill analysis
Ameritech Illinois provides through its service

representatives?

I do not believe so. When I have called AT&T and MCI to
ask 1f a specific plan would save me money, I have been
given only general guidelines to determine whether or not a
plan would be beneficial to me -- even when I was
presubscribed to them. For example, I was told by AT&T
that, if I made more than 2 hours of long distance calling,

the One Rate $.10/min plan would probably benefit me. No

IXC has ever provided me with a customized analysis based
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on my actual calling patterns. In addition, if I call
about a specific plan, neither the AT&T nor the MCI service
representatives ever volunteer informziion about other
plans which could save me more money. In my experience,
Ameritech Illinois does a better job c¢f informing its

customers than the IXCs do.

Under these circumstances, are the criticisms which CUB

directs at Ameritech Illinois warranted?

No. If there is a problem with the azcunt of information
which custcmers receive frorm carriers about optional
calling plans, it is an industry-wide problem. If any
regulatory action is needed to address the issues whicnh CUB
raises, it should apply to zll carriers in the marketplace,
not just Arxeritech Illinois. For exazple, the FCC and the
FTC recently released a Joint Policy Statement on the
marketing of long distance and dial-zround services by the
long distance carriers to curb abuses and ensure full

disclosure to customers. This policy statement applies to

all providers.
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CUB’S REQUEST FOR CORRECTIVE ACTION

Q. Please summarize the corrective actions which CUB is asking

this Commission to reguire of Ameritech Illinois.

A. Ms. Terkeurst is requesting that the Commission impcse the
following six new obligations on the Company:

1. “Provide customers with the information they nead in
order to make informed choices regarding the
desirability of these plans, including a clear
explanation during marketing activities that the
customer’s calling patterns will affect the rates paid
under the marketed plan and that lower-priced cptions
may be available,

2. During marketing activities, offer to provide
information about other Ameritech Illinois rate
options and offer tc do a customer-specific billing
comparison using available historic usage data or
anticipated usage patterns,

3. Offer the SimpliFive and CallPack options to customers
only after it has offered to provide the additional
information addressed above,

4. Provide SimpliFive and CallPack subscribers with on-
going information about their usage, including
itemized monthly bills,

5. Provide customers information annually about &:l
Ameritech Illincis rates and plans available to them
in order to allow customers to evaluate, over zime,

whether particular calling plans are indeed beneficial
to them, and

6. Fund a consumer education campaign through the print
and electronic media and bill inserts to educa:e
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consumers about Ameritech’s basic rates, ways they can
control their telephone costs, the availability of
calling plans and the existence of competition for
some services” (p. 2}.

Is any relief appropriate based on the facts presented in

CUB’'s testimony?

No. As I have explained, and contrary to Ms. Terkeurst’s
claims (p. 2), Ameritech Illinois’ marketing practices have
not been “deceptive” and no “harm has been inflicted on
customers and competition.” Therefore, no relief is

appropriate,.

Please discuss CUB’s first three proposals.

Ms. Terkeurst's first three proposals involve the
information provided in marketing contacts between
Ameritech Illinois’ service representatives and customers.
Ameritech Illinois would be required to: (1) explain that
the customer’s calling patterns will affect the rates paid
and that lcwer-priced options may be available; and

{2) offer to provide additional information about its other

rates and a customer-specific billing comparison using

historical usage data or anticipated usage patterns.
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Ameritech Illinois would be permitted to ask a customer to
subscribe to SimpliFive or a CallPack only after such

offers have been made (p. 17).

I have no objection to advising customers that their
calling patterns will affect the rate benefits they will
receive under these plans. I would agree, for example, to
include a statement to that effect in any written ma:zerials

sent to consumers regarding optional calling plans.

I object, however, to the remainder of CUB’s proposal.
Ameritech Jllinois’ service representatives already crovide
customers with more information than other major carziers
in Illinois. It should be the customer’s decision whether
or not to ask for information about other rates or a

billing comparison.

Please discuss CUB’s fourth proposal.

Ms. Terkeurst’s fourth proposal involves ongoing

information which CUB contends should be provided to

SimpliFive and CallPack subscribers. BAmeritech Ill:incis

would be required to provide SimpliFive and CallPack
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customers with itemized monthly bilis comparable to those
provided to customers taking service under basic usage
rates, showing the number of untimed calls, the number and
duration of Bands B and C calls, and the applicable volume

discounts (p. 18).

This reguirement is inappropriate. The objective of the
SimpliFive and CallPack plans is to prcvide the customer
with both a simpler rate structure and simpler bills.
Customers have repeatedly indicated to Ameritech Illinois
in market research that they prefer a simpler bill. The
Company provides on the bill the information which the
customer needs to assess the accuracy ci the billed amounts
under the optional calling plan. This approach is

consistent with my experiences on AT&T’s calling plans.

If CUB's objective is to allow customers to “evaluate, over
time, whether these plans are indeed beneficial to them”,
customers can obtain that information ruch more efficiently
by calling a service representative and asking for a

billing comgparison.
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There are also systers issues associated with CUB’s
proposal. Today, onlv the call detail necessary to bill
optional calling plan customers under their respective
plans is sent to the £illing system. Since much of the

call detail used to .1 customers under the basic rate

plan is irrelevant, i1t is dropped early in the Company’s
internal processes. *_thcugh I have not performed an
extensive analysis, I =2stimate that it would require

approximately 2,000~4,200 cerson hours of programming time

to make the necessary system changes.

Would Ameritech Illirnzis ke willing to provide other

information to its or:ionzl calling plan customers?

Yes. At the conclusizna of this proceeding, I would agree
to send a reminder tc 211 optional calling plan customers
through either a bill message or a bill insert that: (1)
they are taking servizz urder an optional calling plan; and
(2} they can contact zn Areritech Illinois service

representative to dex

th

rmine whether that is the best plan

for them, with an B0C number.

Please discuss CUB's fifth proposal.
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As I urnderstand it, CUB’s fifth proposal involves
informzzion that would be provided to all customers (not
just trzse on SimpliFive and CallPacks). Ameritech
Illincls would be required to provide each customer with a

descrizzion of all its Bands A, B and C rate plans once a

-
U
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haps through a bill insert (p. 18}.

Ameritsch Illinois questions whether the value of this
informzzion to most customers outweighs the costs that the
Company would incur in providing it. Ameritech Illinois’
basic razte structure has been in place, essentially
unchancad, for over a decade (almost 15 years in MSA-1).

It is st new to consumers.

This ratio has not changed very much, year-to-
year. Most customers are satisfied with the rate plan they
are on. A detailed description of all of the Company’s
rate cciions would likely be seen by mocst customers as
“Junk” zelephone mail from Ameritech Illinois and would
simply ce thrown into the wastebasket. Moreover, to the

extent some customers are confused by the mere fact of
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having received this information, it could generate
unnecessary calls to the Company’s business offices,
slowing down response times for customers with genuine

service requests or service inguiries.

However, I would agree to prepare such a document and send
it automatically to new customers establishing service and
to existing customers upon request, 1 would send all
customers a bill message annually, advising them that this
information is available and providing an 800 number to

request it.

Please discuss CUB's last proposal.

Ms. Terkeurst proposes that Ameritech Illinois be regquired
to fund a consumer education program through print and
electronic media, as well as bill inserts. The purpose of
this campaign would be to educate consumers about: (1)
Ameritech Illinocis’ basic rates, {2) ways they can control
telephone costs, (3) the availability of calling plans, and
(4) the existence of competition for some services. These
materials would be reviewed prior to distribution by the

Hearing Examiner (p. 18}.
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The first and third items (i.e., irformation on basic rates
and optional calling plans} duplicz-e CUB's fifth proposal,

which I already discussed.

I assume that, by the phrase “ways they can control their
telephone costs”, Ms. Terkeurst intends an educational
campaign advising customers that rates are lower in off-
peak periods and/or that customers can save money by making
shorter calls. I question whether such a campaign is
necessary. Peak/off-peak and timed calling rate structures
have been common in the telecormmunications industry for
decades -- historically, every IXC charged mcre for peak
long distance calls than for off-pszak long distance calls
and more for long calls than for short calls. I do not
believe that the massive consumer education program

contemplated by CUB is necessary.

I also do not believe that it is Ameritech Illinois’
responsibil:cty to advise customers of the “existence of
competition”. The existence of ccrpetition for Band C
calling should already be evident zo customers. The IXCs

engage in media, direct mail and telemarketing campaigns to
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advise customers of this fact. 1In addition, when customers
call to establish service or otherwise inquire about
selecting an alternative carrier for Band C calling, the
Ameritech Illinois service representative acrvises customers
that they have a choice of service providers and offers to

read from a list of providers which is randcmized weekly.

In addition, one player in the marketplace (i.e., Ameritech
Yllincois} should not be reguired to, in effezt, market the
services of its competitors. 1If the Commission wishes to
undertake an educational campaign on the existence of
competition, it would be more appropriate te do so itself

or through the auspices of a third-party orcanizatior.

Is there such an organization?

Yes. The terms of the SBC/Ameritech Merger Jrder reguired
creation of a “Consumer Education Fund”. Arsritech
Illinois will make $1 million available to this fund each

year for three years, beginning this year.

This fund is administered by a Committee whcse members

include representatives of Ameritech Illinocis, the
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Commnission, governmental organizations and consumer groups.
In fact, Mr. Goldman represents CUB on that Committee.
These representatives were approved by the Commission on
March 1, 2000, in Docket 00-0196. The educational program
which CUB envisions would be more appropriately carried out
uncder the auspices of this Fund. The Committee can
determine what information consumers need on an industry-

wide basis and communicate that information.

REFUNDS

CUEB also recormmends that Ameritech Illincis be required o
refund ail “overcharges” to consumers that occurred under
SimpliFive and CallPacks. Would you comment on this

preposal?

Yes. There is absolutely no justification for such a
reguirement. Ameritech Illinois’ customers have not been
“overcharged”. These customers have been charged the rates
in Ameritech Illineis’ filed tariffs, and CUB’s witnesses

have not contended otherwise. Furthermcre, as I explained

previously, Ameritech Illinois’ marketing practices have
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not been deceptive. All of the information necessary to

make informed decisions is available to customers.

Would there be Implementation and eguity issues associated

with refunds?

Cefinitely. Fizrst, it would be difficult to identify the
customers who were “overcharged”, using CUB’s terminology.
Customer usage varies month-to-month. Thus, even if
individual custcmers were paying more under SimpliFive or a
CallPack in a given month (or even several months), that
does not necessarily mszan that they paid more over a .onger
period of time {e.g., annuvally). If Ameritech Illinols
were to base refunds cnly on a narrow window of data, some
customers would receive refunds who should not under CUB's

theory of the case (and some customers would not receive

refunds who should).

Second, customer usage patterns change over time. For
example, Simplifive or a CallPack might be the right
decision for a customer when a teenager is in the house or

the customer’s friends or relatives live in areas which are

subject to Band C rates. These plans may become less
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attractive when the teenager goes to college or the friends
or relatives mcve. The fact that consumers in those
circumstances may not immediately change to a differen:
calling p-an does not mean that the original plan was &

wrong choice for them or that they are entitled to refunds.

Lastly, iz would be expensive to conduct a detailed, multi-
billing period analysis for all cof the SimpliFive and

CallPack custcmers.

Is it even rezsonable to assume that every customer who

pays more under an optional calling plan than under basic

rates is entitled to a refund?

No. As Ms. Terkeurst recognizes, many customers prefer the
simplified rate structures in SimpliFive and CallPacks,
even if it means higher rates (p. 12). There is absolutely
no basis for refunding money to subscribers in that

circumstance. Those customers made decisions that are

right for thex.
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Ms. Terkeurst claims that refunds for all such customers
are necessary because it is “impossible” to identify them

{p. 18}. Do you agree?

No. Ms Terkeurst is igrnoring the obvious solution -- i.e.,
let the customer decide. In the event that the Commission
concludes that refunds are required -- an outcome which I
do not expect -- these 3impliFive and CallPack customers
should simply be given znother opportunity to decide what
rate plan they want to be on. If they decide not to change
back to basic rates, then clearly no refunds would be

appropriate.

Are there othsr issues?

Yes. If Ameritech Illinois were required to issue refunds
in the manner CUB recormends, as part of that process the
Company would switch all customers receiving refunds back
to basic rates. It would meke no sense to issue refunds
and, at the sazme time, continue those customers on
SimpliFive or CallPacks. Customers may well object to

having their service decisions made for them unilaterally

-- notwithstanding CUB’'s view of the situation.
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CONCLUSION
Q. Does this conclude your testimony?
A, Yes. There is no basis fcr CUB’s complaint and it should

be denied by the Commissicn.
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